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How to Use This Catalog 



T his catalog was developed to share informa- 
tion on innovative financing strategies that 
are successfully funding child care in the 
United States. The purpose of the catalog is to pro- 
vide a better understanding of what can be done 
and to encourage development of other successful 
strategies to finance child care. 

Locating Information 

Several approaches are possible: 

• Review the table of contents, which categorizes 
the profiles by the type of financing method. 

• Read the introductory section preceding each 
cluster of profiles, which describes the financing 
method and summarizes the strategies profiled. 

• Use the index, organized by state/city, program 
name and financing strategy, for reference. 



Profile Description 

Each profile describes a specific financing strategy, 
when it was initiated, the amount of funding it 
generates, how funds are distributed, what services 
are funded and who is eligible for them. Additional 
places using similar financing strategies are listed 
with contacts so that readers may follow up for 
more information. The “Strategic Considerations 
section in each profile includes opinion and analysis 
of the pros and cons of each strategy plus the lessons 
learned from the perspective of the participants. 
Also, historical, political and economic factors that 
contributed to the success of a particular approach 
are included under this heading. 
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Introduction 



T his catalog highlights strategies currently 
employed in states and communities, using 
public, private and mixed sources of funding, 
to finance child care. The focus is on strategies that 
generate new revenue or increase the share of cur- 
rent revenue allocated to child care. Only strategies 
currently being applied or in the process of imple- 
mentation are included. Examining how states and 
communities have found ways to fund child care 
broadens our understanding of potential resources, 
demonstrates that greater investment is not only 
needed but achievable and can stimulate additional 
planning and efforts to finance child care. 

The federal government (rather than state and 
local government) is regarded as the major source 
of public revenue for child care, with the energy of 
many child care advocates focused on federal policy 
making. Most readers will be familiar with the 
federal Head Start program, other federal public 
revenue sources for child care — the Child Care and 
Development Block Grant, At-Risk Child Care, 
Transitional Child Care 1 — and the child care appro- 
priations made by each state to match federal funds. 
These are significant sources of funding for child 
care, but they are not the only sources. 

Most of the catalog is devoted to state and 
community strategies. The strategies fall into five 
broad categories: 

• generating new public revenue for child care 
• allocating existing public revenue for child care 



What Is Child Care? 



“Child care” in this context means the full 
range of services used by families to educate 
and nurture young children — services that also 
allow parents to work or go to school. Some 
would refer to this as “early care and educa- 
tion”; we use the term “child care” as shorthand 
and to match commonly used terminology . 2 

Child care has many functions in society. 
Good child care: 

• helps children enter school ready to succeed 
and continue to thrive once they are there; 

• provides an appropriate learning environment 
for all children, including those with disabilities; 

• improves employee performance and 
productivity; 

• aids economic development and growth; 

• helps parents move from welfare to work; 

• prevents violence. 



1. Except for Head Start, these have now been consolidated into the federal Child Care and Development Fund as a result of the 
federal Personal Responsibility and Work Opportunity Reconciliation Act (PRWORA), August 1996. 

2. In the introductory sections throughout this catalog, "child care is used as an inclusive shorthand term to mean all types of edu- 
cation and care for children from birth through age five, and programs for school-age children before and after school and during 
vacations. We believe the terms "child care," "early childhood education," "child development" and "early care and education" are 
interchangeable. For some, "child care” implies younger children, and other terms such as "school-age program or latchkey pro- 
gram" would be used when older children are involved. In the profiles, we have used whatever terminology our informants used to 
describe their activities. 
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• financing child care in the private sector 

• financing child care through public-private 
partnerships 

• financing child care facilities 

Generating new public revenue includes innov- 
ative tax and fee-based approaches to financing child 
care. This section includes two federal financing 
mechanisms because they are less well-known and 
understood than other federal programs. These are: 
(1) the federal income tax credit for child and depen- 
dent care and (2) the federal provision authorizing 
employer-sponsored dependent care assistance plans. 
Child care is also financed by allocating existing state 
revenue streams for child care. As the profiles illus- 
trate, this financing strategy occurs most frequently 
when state policy recognizes the impact of child 
care in meeting welfare reform or educational goals. 
The third area covered, private sector financing of 
child care, focuses on business and labor-initiated 



The System of Child Care 



An effective child care system makes good child 

care services possible. 

• A child care system is the unique combination 
of services, supports and policies characteristic 
of a state or community. 

• Services are the programs offered to children 
in centers and homes, by schools, community 
organizations, religious groups, employers, 
and for-profit and nonprofit agencies. 

• Supports are child care resource and referral 
services, child care workforce preparation and 
continuing development programs, accreditation 
schemes, consumer engagement and other 
supports that make child care services better, 
more efficient and easier for parents to use. 

• Policies are the actions of government, busi- 
ness and civic organizations that support and 
advance (or constrain and retard) the develop- 
ment of child care services and supports. 



programs that improve access to child care as well 
as its quality and supply. In the fourth section, the 
focus is on public-private partnerships in which 
public and private sector funds are blended to sup- 
port child care. The closing section on the financing 
of child care facilities includes techniques to support 
the bricks and mortar needed for child care programs. 

Following a brief overview of each strategy, 
profiles illustrate how the strategies evolved and 
were implemented. Not all the possible applications 
of any method are given. This catalog focuses on a 
few examples in each category. 

Paying for child care 

Nationally, in 1993, among families who paid 
for child care, a family with a preschool-age child 
spent on average $79 per week ($4,108 per year). 

A median-income family earns $32,000 and spends 
about 11 percent of its income on child care. A 
family earning $15,000 spends 24 percent of its 
income on child care. 3 What families report spending 
on child care does not represent the full price of 
child care, because some families receive partial 
subsidies or scholarships. Further, the actual cost 
of producing child care is higher than the price 
charged to consumers because of in-kind donations 
and other contributions. 4 

Overall, families pay the largest share — roughly 
60 percent — of total annual estimated expenditures 
for child care in the United States. Government 
(federal, state and local) pays much of the balance, 
primarily by directly subsidizing all or part of child 
care tuition fees for low-income families directly 
through state appropriations. The government provides 
tax credits for other eligible families. The private 
sector (business and philanthropy) contributes less 
than 1 percent, as the chart on page 3 illustrates. 

The central issue in financing child care is a 
tug-of-war among three competing factors: quality of 
services for children, affordability for parents and 
compensation for child care professionals. 



3. U.S. Census Bureau. September 1995. What Does It Cost to MM Our Preschoolers ? Current Population Reports, Survey of Income 
and Program Participation, Fall 1993. Washington, DC: U.S. Department of Commerce, Census Bureau. 

4. Cost, Quality, and Child Outcomes Study Team. 1995. Cost . Quality and Child Outcomes in Child Care Centers. Denver: University 
of Colorado. 
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In contrast, consider the financing of higher 
education. Everyone knows that sending a child to 
college is expensive, that financial aid in various 
forms is available and that saving for a child's edu- 
cation is (or should be) a priority in the family budget. 
Tuition and fees at a four-year public college or 
university average $2,700 per year. But the tuition 
and fees charged to families represent only a modest 
portion of the actual cost of that college education, 
which is about $14,500 per year for a four-year 
public college or university. Families pay about 23 
percent of the cost of a public college education — 
or about 8 percent of income for a median-income 
family. The balance of costs are paid by government 
or the private sector, as the chart below illustrates. 



Researching the Profiles 



A wide net was cast for recommendations of 
innovative or unusual child care financing 
methods that raise significant money. We called 
knowledgeable people in communities across 
the country and in national organizations, put 
queries on the Internet, scanned publications 
and searched bibliographic databases. The list 
of possibilities was categorized, preliminary 
telephone interviews were conducted, and docu- 
ments were collected. Each profile was checked 
for accuracy by the individuals who provided 
the background information. 



Consider the differences for families when pay- 
ing for child care and paying for college. Families 
are usually better off financially by the time their 
children enter college than they are when their chil- 
dren are young and in need of child care. The price 
charged to families for child care is close to the 
expended cost of producing child care, while the 
price charged to families for higher education is less 



Major revenue sources for public higher 
education 1993-94 6 



Other* 35% 






State 
Appropriations 42% 



Tuition and 
Fees 23% 




* The 11 other” category includes federal and local government 
appropriations, research and other grants and contracts from 
public and private sources, and endowment income . 



Major revenue sources for child care 
and early education 5 



Government 39% 




Private 
Sector 1% 



Families 60% 



5. Stoney, L., and M. Greenberg. 1996. “The Financing of Child Care: Current and Emerging Trends." In The Future of Children, 
Vol. 6, No. 2. The estimates in the chart are based on data from this article. Most but not all of the expenditure estimates in the 
article were based on data for 1995. 

6. General Accounting Office (August 1996). Higher education : Tuition increasing faster than household income and public colleges' costs 
(GAO/HEHS-96-154). Washington, DC: U.S. General Accounting Office. 

7. U.S. Dept, of Education (1996). Expected Family Contribution Formulas 1995-96. Cited in: Cicarelli, A. and N. Lifton (1996). 

The affordability gap: Working families and child care. New York: Child Care, Inc. 
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chan a quarter of the actual cost, reflecting much 
greater investment in higher education by govern- 
ment and the private sector. Families are expected to 
contribute much less for college than for child 
care — in those few states that permit a median- 
income family to apply for child care subsidy, such 
a family would be required to pay at least 15 percent 
of its income for child care. The U.S. Department 
of Education, in determining eligibility for federal 
financial aid, would expect the same family to pay 
5 percent of its income for college costs. 7 

Solutions to the persistent child care quandary 
that families face will require greater investment in 
child care — from sources other than the families who 
use child care. A common theme in most proposed 
solutions is that child care costs should be shared 
among all the beneficiaries — families, employers 
and society (meaning the civic and public sectors at 
all levels) — with each contributing a “fair share” in 
ways that leverage and extend the total investment 
of resources. 



Common themes 

Financing strategies that are successful in raising 
significant sums for child care appear to share six 
common characteristics, described below. 

1. Child care and... 

Child care is frequently embedded in a larger issue 
or context: child development, education improve- 
ment (school-readiness), economic development 
or support for the adult workforce. These broader 
issues offer persuasive rationales for revenue genera- 
tion and greater resource allocation for child care, 
and often include all children. 



Rationales for Child Care 



• Child care is one of many broadly defined 
childrens services (e.g., San Franciscos Childrens 
Services Plan, Florida’s children's services 
councils and North Carolina’s Smart Start) 

• Child care for school-readiness is the rationale 
for prekindergarten programs (e.g., Texas and 
Florida) and for Seattle’s Families and Educa- 
tion Levy 

• Georgia's lottery-funded programs link early 
education and higher education. 

• Child care is an economic development 
strategy (e.g., Travis County [Austin], Texas) 

• Child care is linked to “dependent” care 
including school-age care, youth programs 
(e.g., New York City’s Local 1199/Employer 
Child Care Fund) and elder care (e.g., the 
American Business Collaboration, both the 
federal income tax provisions) 

• Child care is embedded in welfare-to-work 
reforms with some states shifting resources to 
child care (e.g., Wisconsin). 
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2. Politically feasible approach 

Successful financing strategies grow out of a keen 
understanding of the legal environment and the 
political climate. Knowing what powers are available 
to which levels of government, what tax strategies 
can legally be used and how government actually 
works are essential to crafting a public-revenue 
strategy. Understanding what motivates employers 
and unions is necessary for a workplace strategy. 
Whether the dominant community concerns are 
safety and security, or ending welfare dependence, 
the revenue-generating strategy has to respond to 
those concerns and link with issues people really care 
about. While the approaches to child care financing 
are varied, a common factor is the ability to read the 
political winds and sail in the prevailing direction. 

3. Long-term thinking and multiple approaches 

Successful strategies are rooted in a plan for advancing 
child care that recognizes the value of incremental 
steps. An example of this is Massachusetts, which 
has instituted a series of financing approaches. The 
most recent is a specialized license plate that will 
generate a modest amount of new revenue for child 
care quality improvement. Not only is it important 
in the short term, but it establishes a line item for 
child care quality in the state budget, which can be 
increased over time. 

Successful strategies are often multi-pronged: 
civic and business leaders in Rochester, New York, 
spent years studying the demand and supply and 
outcomes for early childhood programs, bringing in 
new partners, and educating wider circles of the 
community. Their long-term community plan is 
generating revenue partly through efficiencies and 
leveraging that they could not have predicted when 
they began. In Aspen, Colorado, two years were 
spent developing a community child care plan. 
When the opportunity for raising revenue for child 
care through a new tax was realized, the municipality 
was ready with a plan for how the funds would best 
be spent, including establishing a permanent trust 
fund for child care. 

4. Partners and nontraditional advocates 

Most of the strategies were developed by broad groups 
of business, government, child care professionals and 
advocates, whether at the community, state or national 



levels. Advocates and others explored with their 
partners, listened to new perspectives on old issues, 
and focused on different approaches to old problems. 
Civic and business leaders became strong child care 
advocates and powerful messengers for children. Often, 
the education process occurred over many years. Child 
care advocates frequently played a behind-the-scenes 
role on financing measures. Child care advocates 
were not always present when financial measures 
were presented or finalized, but their messages were. 

5. Leveraging 

Matching and leveraging are consistent themes that 
run throughout many of the strategies. Public funds 
are often designed to be matched. In some cases, the 
match comes from local private funds such as United 
Way, or employers (e.g., Florida’s new Child Care 
Partnerships Act targets employers). Many of the 
community strategies pool funding and distribute 
funds through collaborative processes involving all 
community funders (e.g., Ames, Iowa’s sales tax). 
T.E.A.C.H. Early Childhood® Project in North Car- 
olina leverages funds from many sources (child care 
providers, government and philanthropy) and is 
based on principles of shared funding and mutual 
commitment among the contributing partners. 

6. Community variation 

There is a strong community theme in many strate- 
gies. These strategies recognize that all child care is 
local and child care conditions vary among commu- 
nities. All of these strategies build in community 
assessment and explicitly target their funds in 
response to demonstrated community needs. Many 
also engage community residents in determining 
their own needs, building local capacity. Others 
focus on community because it is the locus of 
strength, innovation and commitment. 

Many of the national strategies profiled here are 
also intentionally designed to be community-driven, 
responsive to unique local needs and resources. For 
example, the American Business Collaboration for 
Quality Dependent Care is national in scope but 
spends most of its funds in target communities on 
projects tailored to addressing local solutions. State 
government initiatives are often designed to link 
state- and community-level players and base deci- 
sions on community input. 
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Generating New Public Revenue 



F ederal, scare and local governments generate 
revenue two ways — primarily through taxa- 
tion and secondarily through fees. Taxes are 
assessed based on: 

• what you own, such as property taxes; 

• what you spend, which includes sales taxes; and 
• what you earn, such as income taxes. 

Fees are payments for services based on what 
you use. Fees can be charged to use a park, drive on 
a highway, acquire a marriage license and buy a lot- 
tery ticket. State-sponsored gambling is in essence a 
fee — charged for the purchase of a lottery ticket. Fees 
are smaller sources of revenue for government than 
taxes. But as tax-limitation measures are enacted 
across the nation, fees, in particular gambling, become 
attractive revenue -generation methods. Appendix 1: 
“Revenue-Generation Methods” (see page 115) sum- 
marizes basic information about revenue-generation 
methods at each level of government. 




TAX STRATEGIES 

Income taxes are the major source of revenue for the 
federal government, and a significant source of rev- 
enue for those states with an income tax. Sales taxes 
are the most common and lucrative way for states to 
generate revenue. Property taxes are the major 
source of revenue for local governments. 

Local property taxes 

Property taxes typically are levied on real estate 
(land and buildings) based on its assessed value. 

Such taxes may be levied by one or more units of 
local government, such as the town and/or county 
in which the property is located and by a local 
school district. One way to generate funds for child 
care is to increase property taxes and earmark the 
increase for this purpose. This is the approach used 
in Seattle, Washington. Another strategy is to ear- 
mark a percentage of existing local property tax dol- 
lars for children's services, which is being done in 
San Francisco. Both are profiled in this section. 

Property taxes may also be levied by creating 
“special taxing districts,” which are independent, 
usually single-purpose units of local government. 
These districts are legal entities separate from gen- 
eral-purpose local governments such as cities, towns 
and counties, although they may share boundaries 
with a local government unit. Two of these special 
taxing districts for children's services in Florida 
counties are profiled in this section. 

State and local sales taxes 

Sales taxes are the most common and lucrative way 
for states to generate revenue. Forty-five states have 
enacted state sales taxes. Some states levy the tax on 
all purchases, while others exempt certain types of 
goods (e.g., food for home consumption {45 states], 
prescription drugs [44 states], clothing [six states]). 
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Seventeen states permit local government units to 
levy additional sales taxes. A few local governments 
have dedicated a portion of local sales tax revenue to 
child care. Two of these, in Colorado and Iowa, are 
profiled in this section. 

State income taxes 

In addition to taxing income to generate revenue, 
states often generate revenue for specific programs 
through a voluntary income tax checkoff. Forty-one 
states currently have tax checkoffs for more than 
150 separate uses. The most common uses for the 
checkoff are political contributions, wildlife preser- 
vation and child abuse prevention. Others include 
elder care, Indian children, foster care and childhood 
disease funds. The only state income tax checkoff for 
child care, recently enacted in Colorado, is profiled 
in this section. 

Tax credits, deductions and exemptions 

Individual income taxes are the primary source of 
revenue for the federal government. Also, 41 states 
tax individual income. After sales taxes, income 
taxes are the largest source of revenue for states. At 
both the state and federal levels, the total revenue 
raised from individual income taxes are usually 
about four times larger than the total generated 
from corporate income taxes. Various credits 
(against taxes owed) and deductions (from income 
before computing taxes owed) are allowed by both 
federal and state tax codes. In contrast, the major 
source of local revenue is from property taxes. Local 
governments often offer property tax abatements as 
a way to encourage industry to locate (or remain) in 
their area and/or to spur expansion of existing local 
businesses. 

Personal income tax credits/deductions 

The federal tax code allows a credit for some of the 
expenses of work-related child care. In fiscal year 
1995, the federal credit represented an estimated 
$2.8 billion of forgone revenue for government and 
child care assistance for families. The maximum ben- 
efit an individual family can realize from the federal 
credit is $1,440. Although the federal child and 
dependent care tax credit also covers the care of 



adult dependents, the profile focuses on the child 
care aspects of the tax credit. 

Twenty-five states and the District of Columbia 
also have child care income tax provisions — either 
credits (21 states and the District of Columbia) or 
deductions (four states). All but five of these have 
child care tax provisions linked to some or all of the 
provisions of the federal child care credit. Nine 
states have no personal income tax, although one of 
these has a refundable 1 child care credit provision 
(Alaska). Seventeen states levy personal income taxes 
but do not have child care tax provisions. 

The estimated total value of forgone state tax 
revenue from all state child and dependent care tax 
provisions is between 5 percent and 10 percent of the 
federal tax credit total, or roughly $150 million to 
$300 million in 1995. The maximum benefit from a 
state child care tax provision ranges widely from a low 
of $25 in Louisiana to a high of $1,440 in Oregon 
and Minnesota. 

Because it is especially well designed to benefit 
lower-income families, the state of Minnesota’s income 
tax credit related to child care is profiled in this sec- 
tion. The State Income Tax Provisions for Child 
Care chart (see page 33) details the characteristics of 
each state’s child care tax provisions. While all 
states with credits also cover the care of adult 
dependents, the information in the profile focuses 
on the child care aspects of these tax provisions. 



State Dependent Care Provisions 



Generally, state tax provisions allow claims 
for the same range of child care services as the 
federal credit. Any legal form of child care used 
so that the parent(s) can work is allowable: 
child care centers, nursery schools, family child 
care homes, nannies, relatives (nondependents 
over age 18) and day camps (but not overnight 
camps). Arkansas is the only state that struc- 
tures its tax credit to recognize quality — the 
credit is doubled for families with three- to 
five-year-old children enrolled in a child care 
center in the Arkansas quality approval system. 




1. "Refundable" means that a taxpayer who owes no taxes may claim the credit. 
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Personal income and 
employment tax benefits 

The U.S. Internal Revenue Service code allows tax- 
payers to set aside up to $5,000 from their salaries 
before taxes to help cover the cost of child care, 
elder care or care of a disabled spouse or domestic 
partner, so long as their employer has established an 
approved dependent care assistance plan (DCAP). 
Any employer — public or private, proprietary or 
nonprofit — may establish a DCAP. Under a DCAP, 
the employee’s pay is reduced by the amount desig- 
nated by the employee, and these funds are set aside 
in a special account to pay dependent care expenses. 
The employee does not pay income or Social Security 
taxes on these funds. The employer also saves its share 
of Social Security taxes on funds placed in a DCAP 
(In some states, these tax savings apply to state income 
taxes as well.) The state of New Yorks DCAP is 
profiled as an example of structuring DCAP policies 
and procedures to help low- and moderate-income 
workers take advantage of this tax benefit. 

Corporate tax provisions for employers are another 
approach to supporting child care. At least 14 states 
have established some form of an employer tax credit, 
which typically allows an employer to claim a cor- 
porate tax credit of up to 50 percent for the cost of 
an employee child care benefit. Of course, employers 
may still deduct expenditures for child care programs 
from their corporate income as reasonable and necessary 
business expenses before taxes are calculated. While 
many states have enacted employer tax credits, they 
have not been extensively claimed. Rather than pro- 
filing a credit limited to employers, a Colorado tax 
credit that applies to any taxpayer — an individual or 
a business — has been included. While this tax credit 
is currently limited to enterprise zones, efforts are 
under way to expand it statewide. 

Property tax exemptions 

States may permit localities to offer incentives through 
property tax reduction to attract business. A local 
property tax abatement in Texas includes a child 
care provision and is profiled in this section. Child 
care is viewed in this context as a necessary part of a 
community’s economic development strategy. The 
tax abatement strategy approaches child care costs as 
part of the overall economic incentive package. 



FEES AND LOTTERIES 

Federal, state and local governments generate rev- 
enue principally through taxation, but also in other 
ways. Fees are payments requested for services, such 
as admission to a park, tuition at the state universi- 
ty, a lottery ticket and tolls on a bridge. Payment of 
fees is somewhat voluntary on the citizen’s part, as 
distinguished from taxes, which are compulsory. 

Fees 

There are three main categories of fees: impact, ser- 
vice and enterprise. Impact fees anticipate the need 
for government services (e.g., roads, water, schools) 
that will result from actions by the private sector 
that will cause population growth, and are intended 
to offset their costs. Service fees shift the cost (or 
part of the cost) from government to the user of a 
public service (e.g., mortgage/deed records, garbage 
collection). Enterprise fees are generated from a self- 
supporting enterprise created by government (e.g., a 
municipal golf course, a state lottery, a national 
park) for which fees can be charged. The profits 
generated by the enterprise can be used for other 
government expenses. 

Fees are typically charged to cover all or part of 
the cost of providing a service, such as producing 
birth certificates or granting licenses to practice an 
occupation. Fees may be charged for the use of a 
public facility, such as a park or swimming pool, or 
for a particular public service, such as garbage col- 
lection or water. Charging fees for child care licens- 
ing is becoming common. Revenue from these fees 
may be used to help offset the cost of licensing or, 
in the Virginia profile included in this section, to 
generate revenue for other child care quality 
improvement activities. Fees may be generated by 
one enterprise and used to fund another, unrelated 
activity. Massachusetts will use revenue generated 
from vehicle license plate fees to support a fund for 
child care improvement. This strategy is profiled in 
this section of the catalog. 
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Uses of Lottery Fund 



In 1993, states realized total profits of $9 billion 
from total lottery ticket sales of $25.2 billion. 
On average, 36 percent of lottery sales is trans- 
ferred to government as profit, 1 4 percent is used 
to cover operating expenses and commissions, 
and 50 percent is used to pay prizes. 

Twelve states deposit lottery profits in 
the general fund, Twenty-four states “earmark” 
lottery profits for a specific purpose, including: 
education (California, Florida, Idaho, Illinois, 
Massachusetts, Michigan, Montana, New 
Hampshire, New Jersey, New York, Ohio and 
West Virginia); state building funds (Colorado, 
Idaho, Kansas, Maryland and South Dakota); 
economic development (Arizona, Kansas and 
Oregon); parks and natural resources (Colorado, 
Minnesota and West Virginia); as well as local 
transportation, law enforcement, senior citizen 
services and property tax relief. 



Lotteries 

Lotteries are an increasingly popular way for states 
to “fund” education — 12 states have lotteries whose 
stated purpose is funding education. State-sanctioned 
gambling appeals to public policy makers as a less 
painful alternative for generating revenue than 
direct taxation. Earmarking lottery profits does not 
guarantee, however, that these funds will be used to 
increase or improve services. In many cases, ear- 
marked lottery profits are used to replace general 
fund dollars that are reallocated to other programs. 2 
Two states that use lottery funds to support their 
prekindergarten programs — Georgia and Florida — 
are profiled in this section. 



2. National Conference of State Legislatures Legisbrief Vol. 3, No. 25, June/July 1995. 
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LOCAL PROPERTY TAXES 

A significant source of revenue for local government 
is property taxes. Property taxes typically are levied 
on real estate (land and buildings) based on its 
assessed value. Such taxes may be levied by one or 
more units of local government, such as the town 
and/or county in which the property is located and 
by a local school district. One way to generate funds 
for child care is to increase property taxes and ear- 
mark the increase for this purpose. This is the 
approach used in Seattle, Washington (see page 1 6). 
Another strategy is to earmark a percentage of exist- 
ing local property tax dollars for childrens services, 
which is being done in San Francisco (see page 18). 

Property taxes may be levied by “special taxing 
districts,” which are independent, usually single- 
purpose units of local government. These districts 
are legal entities separate from general-purpose local 
governments such as cities, towns and counties, 
although they may share boundaries with a local 
government unit. Special districts are fiscally and 
administratively independent of local government. 
Two of these special taxing districts for childrens 
services in Florida counties are profiled below. 



LOCAL PROPERTY TAXES 

Childrens Services Special Taxing 
Districts (Florida) 

The specific examples profiled are the Children’s 
Board of Hillsborough County, where Tampa and 
its surrounding communities are located, and the 
Children’s Services Council of Palm Beach County. 
Hillsborough has a total population of 894,000; 
Palm Beach County has a total population of 961,000. 

Description 

By Florida state statute, a children’s services district 
may be created by a county. It must be officially 
created by action of the county government (board 
of county commissioners), have boundaries cotermi- 
nous with the county’s and have a governing board 
of 10 members. Five are permanent members defined 
in the statute: the superintendent of schools, one 
local school board member, the district administrator 
of the local Department of Health and Rehabilitative 
Services (the state’s social service agency), a juvenile 
court judge and one member of the board of county 
commissioners. The other five board members are 
appointed by the governor for four-year terms. In 
Florida counties, a district board is called a chil- 
dren’s board, a children’s services council (CSC) or a 
juvenile welfare board. 1 

If the district board is to raise revenue through 
taxation, the board of county commissioners must 
put before the voters a referendum authorizing the 
district to collect property tax not to exceed 50 
cents per $1,000 of assessed valuation. If taxing 
authority is granted by majority vote in the referen- 
dum, the district must prepare an annual budget 
that includes the millage rate needed to raise the 
budgeted revenue. This budget is submitted to the 
board of county commissioners each year by July 1. 
The Florida statute specifically states that the coun- 
ty board (or any other local authority) may not mod- 
ify the district board’s submitted budget. The law 
also provides that after one year of operation of the 
board, the county may choose to fund the children’s 
services budget from county revenue. 

According to a 1995 report, 25 of Florida’s 67 
counties have established district boards. Nine of 



1. Because such a governing board is commonly referred to as a children’s services council (CSC), these profiles often refer to CSCs. 
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these are independent and unfunded entities; 10 are 
county-funded entities; and six are independent 
boards with taxing authority. The six with taxing 
authority are the counties of Hillsborough, Martin, 
Okeechobee, Palm Beach, Pinellas and St. Lucie. 

When Established 

At the urging of advocates in Pinellas County, the 
Florida Legislature passed a local bill in 1945 allow- 
ing that county to establish a special district for 
children called a “juvenile welfare board” and to 
levy a property tax subject to referendum. In 1946, 
the voters of Pinellas County approved (by an 80-20 
margin) both the board and its taxing authority. In 
1990, county voters approved raising the district’s 
maximum millage rate from 50 cents to $1 per 
$1,000 of assessed valuation. 

In the 1980s, advocates in Palm Beach County 
resolved to try to establish in their county a special 
independent taxing district for children. With help 
from advocates across the state, they were able, in 
1986, to have the Florida Legislature pass the Juve- 
nile Welfare Services Act (with only one dissenting 
vote). Effective October 1, 1986, the law allowed 
any county to create a special district for children’s 
services with a governing board and the authority to 
levy taxes. On November 4, 1986, the voters of 
Palm Beach County approved the children’s services 
council taxing authority by a 70-30 margin. Two other 
counties attempted to establish districts with taxing 
authority that year and failed (Polk and Sarasota). 

The Children’s Board of Hillsborough County 
and the Children’s Services Council of Martin Coun- 
ty were established and granted taxing authority by 
county referendum in 1988. The Children s Services 
Councils in St. Lucie and Okeechobee counties were 
established with taxing authority in 1990. 

Amount Generated Annually 

In the 1994-95 Fiscal year, across the six indepen- 
dent funded children’s services councils, close to $63 
million was raised, of which just over 70 percent 
was spent on children’s direct service programs. 
About one-quarter of the children’s programs fund- 
ed are child care related. The balance of funding is 
invested in training for community residents and 
service providers, community outreach functions 
and council administration. 



Each county sets its millage rate annually with- 
in statutory limits — 50 cents per $1,000 of assessed 
property value for all but Pinellas, which is $1. 

None of the six counties is presently taxing at its 
maximum millage rate. In 1994-95, the range 
among the five with 50-cent limits was from .1974 
(St. Lucie) to .421 (Hillsborough). The average was 
.2855 among these Five counties. The millage rate 
was .7822 in Pinellas County. 

Hillsborough. In 1995-96, the Children’s Board 
of Hillsborough County generated $12.3 million on 
a millage of .421 per $1,000. Home owners with a 
$75,000 home (the average assessed value of a home 
in Hillsborough County) paid $21.05 for children’s 
services. Of the $12.3 million total, $9-6 million 
(78 percent) is allocated to children’s services, about 
30 percent of which is child care related. 

Palm Beach. In 1995-96, the Children’s Services 
Council of Palm Beach County generated $21.1 million 
on a millage rate of .373 per $1,000. Home owners 
with a $125,000 home (the average assessed value of 
a home in Palm Beach County) paid $37.30 for 
children’s services. Of the $21.1 million total, $17.5 
million (83 percent) is allocated to children’s services, 
about 19 percent of which is child care related. 

Services Funded 

The Florida statute authorizing juvenile welfare 
services specifies broad areas related to juveniles and 
to the general welfare of the county: mental health, 
direct care and any services operated for the benefit 
of juveniles (except those under the exclusive juris- 
diction of the public school system). The statute 
also specifies that boards can collect and use data 
and consult with other agencies dedicated to the 
welfare of juveniles to prevent overlapping services. 

Each CSC identifies community issues within 
its county and promotes and develops programs in 
response. In the 1995 CSC agency survey, CSCs listed 
a wide range of issues in which they were involved, 
including school-readiness, neighborhood development, 
prenatal care, early intervention, youth development 
and foster care review. In the same survey, CSCs 
identified imminent challenges, including developing 
data management systems, coordination of services 
and neighborhood initiatives. 

Child care is funded by each of the boards in 
differing amounts, averaging about one-quarter 
of total children’s services expenditures across all 
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funded CSCs. The funding is directed toward two 
purposes — improving the quality of child care and 
reducing the number of children on the waiting list 
for subsidized child care. 

Hillsborough. The Children s Board of Hillsbor- 
ough County (CBHC) spends about 30 percent of its 
program funds on child care, supporting both quality 
improvement and subsidies. Quality improvement 
includes accreditation support and child develop- 
ment associate (CDA) training ($250,000) and 
support and training for family child care providers 
($180,000). Subsidies are funded through various 
methods: an equal financial partnership with United 
Way ($40,000 each) to provide subsidies for day 
care and summer day camp for children from low- 
income families, and a similar grant to the YMCA 
($35,000). Current-year and prior funding for child 
care programs are awarded to agencies through a 
competitive application process. Grants awarded 
may continue for up to three years. 

In addition, continuing and one-time grants 
have been provided to child care centers to match 
state or federal funds, offer antiviolence programs, 
provide child care to children who do not qualify for 
other subsidy programs, offer additional services to 
children with special needs, obtain accreditation, 
and make renovations and physical improvements. 
Currently, the Children s Board is working in part- 
nership with community agencies and funders to 
plan a community-wide child care subsidy program. 

Palm Beach. The Childrens Services Council of 
Palm Beach County has funded quality improve- 
ments and child care subsidies, and it has provided 
match for federal funds for both child care and Head 
Start. In 1995-96, the CSC allocated $2,274 million 
for child care for children under five. In addition to 
direct grants to agencies, this sum included $340,000 
used to match federal funds and $243,000 to create 
the Child Care Investment Fund to reduce the num- 
bers of eligible families waiting for subsidized child 
care in the county. The investment fund is a pool for 
contributions generated by the United Ways com- 
munity challenge for child care, local businesses and 
the local Health and Rehabilitative Services office. 

In addition, the CSC allocated $1.81 million for 
out-of-school activities for school-age children (i.e., 
“latchkey” programs or school-age child care). 



How Funds Distributed 

Each Children’s Services Council must prepare an 
annual budget for submission to the county board of 
commissioners by July 1 each year. All the CSCs 
conduct a community needs assessment with annual 
updates, which are used to set priorities. Each CSC 
uses different methods to determine spending prior- 
ities and funding methods. All fund both agencies 
and discrete programs within agencies. 

Hillsborough. The Children s Board of Hillsbor- 
ough County (CBHC) conducts an annual commu- 
nity needs assessment, which is the foundation of its 
spending priorities. This year, the CBHC moved to 
an outcome-focused method of resource allocation 
with four key result areas: 1) promoting resilient 
families, 2) promoting resilient systems of support, 
3) promoting a social issues response capacity and 4) 
promoting meaningful outcomes and accountability. 

The CBHC s efforts are organized around the 
result areas and aimed at achieving four priority 
outcomes focused on children birth through age 12: 
1) healthy births (prenatal through infancy), 2) 
school-readiness (preschool), 3) school success 
(school-age) and 4) optimal development (all stages 
of childhood). 

Within this framework, the CBHC (with other 
community funding partners such as United Way, 
the county, the community foundation and the 
school district) funds two kinds of work: analysis of 
critical issues and collaborative initiatives designed 
to address them. It has allocated $5 million to prior 
funding commitments (ongoing programs and ser- 
vices) and $6 million to the new key result areas, 
$2.5 million each for the first two and about 
$500,000 each for the last two. Distribution is pri- 
marily through targeted requests for proposals 
(RFPs) based on the work and recommendations of 
community partnership groups and a competitive 
application process. 

Palm Beach. Until 1996, the Children s Services 
Council (CSC) of Palm Beach County organized 
funding allocation within 10 categorical funding 
priorities related directly to assessed community 
needs. In 1996, the board adopted a focus on pre- 
vention and early intervention to promote successful 
child development and strengthen families and 
communities. The funding focus will follow devel- 
opmental stages: birth to five, six through 1 1 and 
12 through 18, with a primary focus on children 
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from birth through early elementary school age. The 
long-term desired outcome is a family-centered, 
neighborhood-based service delivery system. 

By the 1997-98 funding cycle, the CSC’s goal 
is to commit 45 percent of all funds to services for 
children birth to five and 19 percent to out-of- 
school activities of elementary school children ages 
six through 12. (The remaining funds are allocated 
to preventing pregnancy and HIV infection in ado- 
lescents [12 percent], strengthening families [17 
percent], and building neighborhood capacity and 
services [7 percent].) The primary strategy for the 
birth-to-five age group is comprehensive services for 
children, building services around the core program 
in child care centers, family child care homes and 
home-based family literacy programs. Universal 
home visiting to families with newborns is a long- 
term goal. The intent of the new focus is that, 
rather than funding discrete services, funds will 
follow a child and family, and community agencies 
will collaborate in serving families. The transition 
from categorical to prevention-focused allocations 
is expected to take three years. 

To apply for funds, community agencies respond 
to a request for proposals aligned in the past with 
the categorical service areas and requiring proof of 
collaboration with other community agencies. (The 
prevention focus will affect the RFP process for 
1996-97.) CSC staff review all proposals and inter- 
view the applicants. The staff then recommend an 
allocation plan to the CSC board for approval. 

Population Served 

The CSCs can focus on all “juveniles” in a county, 
defined as children birth through age 18. Some 
counties narrow the age range somewhat. For example, 
Hillsborough focuses on birth through age 12, whereas 
Palm Beach focuses on birth through age 18 with a 
primary focus on children five and under. Both 
counties fund a range of direct child care services, 
quality improvement projects and efforts to make child 
care available to families eligible for state subsidy. 

Hillsborough. The mission of the CBHC is to 
maximize the potential of children and families to 
ensure optimal development and well-being of chil- 
dren in Hillsborough County. 

Palm Beach. The mission of the CSC is to 
enhance the lives of Palm Beach County children 
and their families, and to enable them to attain 



their full potential by providing a unified context 

within which children’s needs can be identified and 

resolved by all members of the community. 

Strategic Considerations 

• One of the perceived strengths of CSC s is their 
focus on all children and their mandate to involve 
in governance the key systems in a county. CSCs 
are viewed as an effective way to eliminate (or at 
least reduce) “turfism” and as a way to use local 
resources efficiently. This way, the key players are 
all at the same table, theoretically looking at the 
whole child (in family and community context). 

• The mandate to do community planning (commu- 
nity needs assessments updated annually) is an 
important feature. It promotes long-term think- 
ing that goes beyond one fiscal year. 

• CSCs generate a new source of local funds, which 
can be allocated flexibly according to community 
needs. This increases the initiative and responsive- 
ness of local children’s services organizations. 

• The explicit focus of CSCs on prevention and 
early intervention is a counterbalance to the puni- 
tive and remedial approaches in many legislative 
initiatives to address juvenile justice and provision 
of human services. 

• Increasingly, the CSCs are concerned with focusing 
their own efforts on outcomes and accountability. 

• As an extension of their own efforts toward using 
funds most efficiently, CSCs often partner with 
other community funders (e.g., United Way, 
school districts, community foundations) in plan- 
ning and in funding, which focuses all funders’ 
behavior toward shared goals and outcomes. 

• CSCs educate citizens to children’s issues and create 
stronger constituencies for children. For example, 
both Hillsborough and Palm Beach publish their 
annual reports as a supplement to their local daily 
newspapers. CSCs become the hub of child advocacy 
in a county, broadening the constituency of advocates 
and concentrating efforts, thereby strengthening 
advocacy. As CSCs become the trusted source of 
information about children, they have become 
more powerful political forces at the state level. 
Some county legislative delegations essentially 
support what their CSC recommends regarding 
child and family policy. 
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• There is no evidence of state revenue declines 
related to the counties’ establishing children’s 
services taxing districts. 

• Counties that succeeded in establishing CSCs and 
authorizing taxing used a political campaign 
framework for their referendum campaigns. They 
used respected civic leader support and peer- 
matrix approaches — that is, having senior citizens 
talk to other seniors, businesspeople campaign to 
other businesspeople, families with children orga- 
nize other families with children. 

• Campaigns that failed often used less-effective 
spokespeople (e.g., service providers who were 
viewed by the voters as self-serving since their 
agencies ultimately would benefit financially). 
Unsuccessful campaigns also did not recognize 
opposition forces early enough and failed to strate- 
gically address the opposition’s concerns. 

• Some believe the term “juvenile welfare” has 
negative connotations to the voting public. 

The term in common use now — “children’s 
services” — conveys a positive message. 

• Some believe the timing of a referendum — on a 
primary ballot rather than a general election bal- 
lot — can affect its passage. Primaries often have 
lower voter turnout, so the numbers of targeted 
referendum supporters voting can have a greater 
cumulative effect. 

• The tax climate has changed significantly since 
the 1980s, making the passage of new taxes 
potentially more difficult. Rationales that link 
moderate spending on early prevention with later 
avoidance of much costlier items such as prisons 
may be effective arguments. 



Other Sites With Similar Strategy 

Other jurisdictions have allocated specific increases 
in property taxes to children (e.g., Seattle’s Families 
and Education Levy, profiled on page 16), but no 
other special taxing districts for children are known. 

Contacts 

Jack Levine, Executive Director 

Florida Center for Children and Youth 

P.O. Box 6646 

Tallahassee, FL 32314 

Phone: (904) 222-7140 

Fax: (904) 224-6490 

E-mail: HN7121@handsnet.org 

Gerald Malouin, Executive Director 

Children’s Board of Hillsborough County 

1205 East 8th Avenue 

Tampa, FL 33605 

Phone: (813) 229-2884 

Fax: (813) 228-8122 

Marlene Passell, Public Information Associate 

Children’s Services Council of Palm Beach County 

1919 North Flagler Drive 

West Palm Beach, FL 33407 

Phone: (561) 655-1010 or (800) 331-1462 

Fax:(561) 835-1956 




LOCAL PROPERTY TAXES 

Families and Education Levy 
(Seattle, Washington) 

Description 

The Families and Education Levy raises property 
taxes by a fixed percentage for a period of seven years. 
The funds raised are split approximately equally 
among four specified purposes: 1) early childhood 
development, 2) school-based student/family services, 
3) comprehensive student health services and 4) 
children’s out-of-school activities. The city of Seattle 
has a population of just under 500,000 residents. 

When Established 

The referendum passed in November 1990 and 
established the special levy through 1997. 

Amount Generated Annually 

In 1996, approximately $2.3 million was spent on 
child care. 

The levy alone generated just over $10 million 
in 1996. The Families and Education Levy set a 
millage rate of .23 per $1,000 of assessed property 
value. In the first year (1990-91), the levy generated 
$8.5 million. Although the levy is capped at a per- 
centage of the property tax rate, revenue generated 
can increase as property values change. 

Beginning in 1993, the city council adopted the 
Children and Youth Action Plan (CYAP), which 
adds an additional $1 million per year to the city 
budget from city general revenue. Each year, the 
CYAP expenditures from the preceding years are 
maintained in the city budget and an additional $1 
million is added. The CYAP, originally a four-year 
commitment, was recently extended through 1998. 
In 1996, the combined total from both the levy and 
the Children and Youth Action Plan was $ 14 million. 

Services Funded 

Levy and CYAP funds are used primarily to expand 
and extend child care, building on services and sup- 
ports that are ongoing. For example, Seattle’s child 
care subsidy fund existed for some years before the 
levy, and the city has funded child care training for 
many years. New activities are also funded: for 
example, funds go to family advocates based in 




family support centers across the city who work 
directly with child care providers and parents to 
improve relationships, and to the Business Initiative, 
which is working to build partnerships among area 
businesses and child care programs. 

Child care activities are funded within two 
categories, totaling $2.3 million: early childhood 
development and out-of-school activities. A total of 
$1.8 million was allocated for subsidies, training 
and other quality improvements in early childhood 
development in 1995-96. Within the out-of-school 
activities category, $520,000 was allocated for 
school-age child care. 

The $1.8 million represents a variety of pro- 
grams. About $450,000 was added to the city of 
Seattle’s child care subsidy pool, which is designed 
to serve families who are over the income eligibility 
limits for state child care subsidy funds. Support 
and training for child care service providers (includ- 
ing school-age care) received $300,000. Support for 
the school district s preschool program (CAMPI, 
named for its originators, the Central Area Mothers’ 
Preschool Initiative) totaled $650,000. Another 
$400,000 partially supports the school district’s 
state prekindergarten program (ECEAP — Early 
Childhood Education Assistance Program) and local 
Head Start agencies to expand services, offer longer 
days and improve quality. (These funds can be used 
for Head Start’s required local match.) 

How Funds Distributed 

Levy funds are administered by the city of Seattle 
through its various departments. No more than 5 
percent of levy funds can be used for administrative 
expenses of the city and/or the school district. Levy 
(and CYAP) funds are distributed through contracts 
with the school district and nonprofit agencies, or 
by transfer to city departments (e.g., the child care 
subsidy is handled by the Department of Housing 
and Human Services, and the library administers the 
funds for its child development resource specialist 
and literacy outreach to family child care providers). 
An RFP (request for proposals) process is used to 
select providers for out-of-school activities. Agencies 
receiving child care subsidy funds must meet the 
city’s quality standards to participate in the program. 

A Levy Oversight Committee — including the 
mayor, the superintendent of schools and representa- 
tives from the city council and the community — is 
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responsible for making budget and program recom- 
mendations, reviewing performance annually and 
issuing reports on the effectiveness of levy-funded 
programs. 

Population Served 

The only limitation overall is geographical — only 
residents of Seattle are eligible for levy-funded ser- 
vices. Levy funds that are added to other programs, 
such as the child care subsidies, ECEAP or Head 
Start, are then subject to the limitations of those 
programs. For example, in Head Start, 90 percent 
of the children must have family incomes below 
the federal poverty level. Seattle’s child care subsidy 
program is designed to serve families who are above 
the eligibility limits for state-funded child care 
subsidies. City subsidy funds are available for 
families with incomes up to 80 percent of the state 
median income who use providers that meet the 
city’s quality standards. 

S trategic C ons /derations 

• The Families and Education Levy emerged from 
Mayor Norman Rice’s community education sum- 
mit in the spring of 1990, which engaged more 
than 2,000 citizens in discussing how to improve 
education in the city. The summit participants 
recognized the relationship between the context of 
children’s life outside of school and their school 
experiences. Thus, the levy proposal addressed 
school-readiness, health, children’s out-of-school 
time and their families. 

• The original plan for levy funds suggested an 
allocation of $2.2 million for child care ($1.65 
million in child care/early education and $550,000 
for “latchkey” programs for elementary school stu- 
dents). This level has been maintained over time. 

• Levy funds increase the city’s financial commit- 
ment to children (and child care). The levy funds 
are used primarily as additional funds to extend 
currently successful programs. New initiatives are 
undertaken as needed after careful consideration. 
Levy funds build on existing community capacity. 

• Part of the revenue generated by the levy ($2.1 
million) was designated to fund programs former- 
ly funded by the school district. In the original 
plan, these were: $146,000 for Head Start and the 
state-funded prekindergarten program (ECEAP); 
$407,000 for the locally designed preschool 



(CAMPI); $231,000 for elementary guidance 
counselors; and $1,325 million for nursing ser- 
vices in schools. Shifting funds from the school 
district budget to the city budget could have the 
potential for “supplantation.” However, the school 
district was required to redirect the amount of 
funds freed by the levy to a defined set of specific 
educational enrichment priorities that would 
improve classroom learning environments. How 
these redirected funds are used must be reported 
annually as part of the accountability plan for the 
levy. The district has used the “redirect” primarily 
for class-size reductions and staff development. 

• In 1993, the city council approved adding an 
additional $1 million each year for four years 
(1993-96) to the city budget to increase services 
for children and youth. In 1996, the city council 
extended this commitment for another two years 
(through 1998). These CYAP funds have support- 
ed child care through such activities as training 
programs for staff of the Parks and Recreation 
Department’s school-age programs, additional 
funding for a children’s librarian dedicated to 
providing reading enrichment services in family 
child care programs, and hiring a child develop- 
ment specialist in the library to serve as a resource 
for all child care providers. 

• The Families and Education Levy must be 
renewed by the voters in 1997. Planning for 
passage is under way with public relations and 
communication activities and a careful review of 
outcomes attributable to the levy. Those involved 
expect it to pass but anticipate that there may be 
changes in its direction, focusing more on acade- 
mic achievement results. 

Other Sites With Similar Strategy 
The City Council of Santa Fe, New Mexico, resolved 
to set aside 3 percent of the city’s share of state gross 
receipts tax revenue (about $800,000 annually) for a 
Children and Youth Fund. 

Contact 

LaVonne Douville 

Seattle Department of Housing and Human Services 

6 18 Second Avenue 

Seattle, WA 98104-2232 

Phone: (206) 386-1010 

Fax: (206) 386-1138 
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LOCAL PROPERTY TAXES 

The Children s Services Fund: Proposition J 
(San Francisco, California) 

Description 

Through a public referendum (Proposition J), 

San Francisco’s city charter was amended in two 
ways. First, a baseline of funding for children’s 
services (a level below which funding could not fall 
unless there was a decrease in aggregate city appro- 
priations) was established. Second, a percentage of 
local property tax dollars was set aside for children’s 
services. The set-aside was $.0125 of every $100 of 
property taxes during the first year and $.025 of 
every $100 for the remaining nine years. 

When Established 

Proposition J was passed in November 1991 and 
will remain in effect for 10 years. 

Amount Generated Annually 

The baseline stands at $44.7 million. The set-aside 
generated $13.8 million in fiscal year 1995-96. Of 
the set-aside funds, 25 percent is reserved for child 
care, which amounted to $3.3 million to support 
child care and early education services in fiscal year 
1995-96. 

Services Funded 

The set-aside funds, referred to as the Children’s 
Fund, are allocated into four broad categories, each 
receiving 25 percent of available dollars: 1) child 
care, 2) health and social services (including prenatal 
services), 3) job-readiness and 4) delinquency pre- 
vention, education, libraries and recreation. The 
Children’s Fund cannot be used for law enforcement 
services, the purchase of property or for any service 
that benefits children only incidentally or as mem- 
bers of a larger population including adults. 

Funds from the four categories are allocated to: 
1) early childhood development (targeting children 
birth through age five), 2) youth development (tar- 
geting children and youth ages six through 17) and 
3) family support (targeting families with children 
of all ages). The $3.3 million in child care funds for 
1995-96 was spread as follows: early childhood 
development got $1,785,000 for licensed care in 
homes, centers and schools as well as training for 



providers and parent education; youth development 
received $1,130,500 for after-school and summer 
activities in schools and licensed facilities; and fami- 
ly support, $172,000 for services with emphasis on 
families with children under six. With the inclusion 
of child care funds allocated for administration and 
evaluation, these amounts totaled $3.3 million. 

The majority (90 percent) of the child care 
funds are distributed to community-based organiza- 
tions through a Request for Proposals process 
administered by the Mayor’s Office of Children, 
Youth and Their Families (MOCYF). The priority is 
child care for children under six. 

How Funds Distributed 

The Children’s Fund is administered by the Mayor’s 
Office of Children, Youth and Their Families. MOCYF 
is responsible for developing a children’s services 
plan, issuing a request for proposals to community- 
based organizations, staffing a Citizen Allocation 
Committee to review proposals, negotiating con- 
tracts for services provided by community agencies 
and city departments, monitoring contracts and 
working with an independent organization to evaluate 
funded programs. 

Population Served 

The Children’s Fund is limited to serving children 
and youth under the age of 18. Child care funds are 
targeted for two groups: children under six and chil- 
dren six to 18, with priority for serving children 
from low-income families. Families in all areas of 
the city are eligible. 

Strategic Considerations 

Amending the city charter through a public 
referendum (rather than having the city council pass 
legislation) is a costly and labor-intensive process. 
Thousands of signatures must be obtained just to 
get the referendum on the ballot. Once on the ballot, 
the referendum must be approved by a majority of 
voters. A referendum can, however, be an excellent 
way of organizing the citizenry around children s 
issues in general as well as passing a specific amend- 
ment. Coleman Advocates for Children and Youth, 
the lead organization in the effort to establish the 
Children’s Fund, carefully weighed the costs and 
benefits of the referendum process and decided 
the results were worth the effort. In addition to 
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engaging the public around children s issues, 
Proposition J sought to end the annual budget 
battles over funds for childrens services, mandate 
a change in public priorities, and institutionalize 
the protection and expansion of expenditures for 
children. A number of lessons may be learned from 
this effort, including: 

• Proposition J sets aside funds for a broad array of 
children’s services — not just child care or early 
education — and was therefore able to garner a 
broad base of support. 

• The mandated baseline and set-aside makes annual 
budget battles unnecessary. 

• The law was carefully drafted to ensure that base- 
line funds would not be supplanted and that the 
new funds for childrens services would be used for 
new programs. Even with an established baseline, 
however, funds can be shifted (for example, child 
care funds could be shifted to child health care, 
since both are in the baseline). 

• The 10-year “sunset” provision allows the issue 
to be reviewed in the future (but opens the door 
for another costly battle to pass a referendum) 
and, along with a two-year “phase-in,” made the 
proposal seem more reasonable at the time it was 
initially voted on. 

• Planning for effective use of the funds was not 
built into the proposal, and political pressure 
made it difficult to take the steps necessary to 
ensure maximum impact. 

• The opposition raised concerns that Proposition J 
was “bad government,” “ballot-box budgeting" 
and “special-interest politics." Opponents included 
the business community (which saw it as an effort 
to increase public spending) and, at the outset, 
most elected officials (because the amendment 
would tie their hands in terms of spending). 

• In the end, passage of the referendum reinforced 
the notion that children are a concern to the entire 
city of San Francisco. Outreach constantly linked 
the problem (children need support) with the 
solution (Proposition J) and helped to increase 
public education on children’s issues. 

• The Children’s Fund has helped to leverage other 
public and private support, including funds from 
national and local foundations, the San Francisco 
school district and the federal government. 



Other Sites With Similar Strategy 

Oakland, California, has a similar measure on an 

upcoming ballot. 

In 1989, The Children’s Alliance in the state of 
Washington attempted — but failed — to pass a ballot 
initiative. Lack of funds to do outreach and publicity 
was cited as the major reason for failure. The alliance 
is currently working on a “Dollar for Dollar" budget 
bill that seeks to create a pool of money for children’s 
services by matching each dollar allocated to juvenile 
correction to prevention programs (including early 
childhood programs). There has been no vote on the 
bill yet. 

The Children’s Action Alliance in Tucson, Ari- 
zona, is currently working on a proposal called 1% 
for Kids of Tucson, which will set aside a portion of 
city general revenue. Unlike Proposition J (which 
was a referendum approved by the voters), the Tuc- 
son effort is focused on convincing the city council 
to pass an ordinance. (The alliance decided that a 
referendum was too expensive and labor-intensive.) 
In addition to the Tucson campaign, the alliance is 
considering launching a statewide initiative in 1998. 

Contacts 

Gwen Henry 

Child Care/Grant Coordinator 

Mayor’s Office of Children, Youth and Their Families 

1390 Market Street, Suite 918 

San Francisco, CA 94102 

Phone: (415) 554-8990 

Fax: (415) 554-8965 

Barbara Carlson 

Director, San Francisco Starting Points 

Mayor’s Office of Children, Youth and Their Families 

1390 Market Street, Suite 918 

San Francisco, CA 94102 

Phone: (415) 554-8990 

Fax: (415) 554-8965 

Margaret Brodkin 

Coleman Advocates for Children and Youth 
2601 Mission Street, Suite 804 
San Francisco, CA 941 10 
Phone: (415) 641-4362 
Fax: (415)641-1708 
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New Public Revenue 



STATE AND LOCAL SALES TAXES 

Sales taxes are the most common and lucrative way 
for states to generate revenue. Forty-five states have 
enacted state sales taxes. Some levy the tax on all 
purchases, while others exempt certain types of 
goods (e.g., food for home consumption [45 states], 
prescription drugs [44 states], clothing [6 states]). 
Seventeen states permit local government units to 
levy additional sales taxes. A few local governments 
have dedicated a portion of local sales tax revenue to 
child care. Two of these, in Colorado and Iowa, are 
profiled. 



STATE AND LOCAL SALES TAXES 

Dedicated Sales Tax (Aspen, Colorado) 

Description 

In 1990, voters in the city of Aspen enacted a 
provision to add .45 percent to the local sales tax 
and dedicate this portion for the purposes of afford- 
able housing and child care. 

The affordable housing purpose also receives 
revenue from the local real estate transfer tax (in 
force through 2004) and from certain local housing 
impact fees. The child care purpose receives revenue 
only from the dedicated sales tax. 

The total sales tax collected in the city of Aspen 
is 8.2 percent, which consists of 3.0 percent state of 
Colorado sales tax, 3.5 percent Pitkin County sales 
tax and 1.7 percent city of Aspen sales tax. Of the 
Aspen portion of the tax, .45 percent is for child 
care and affordable housing. 

Aspen is located in Pitkin County, which has 
about 12,000 permanent residents; about half live 
within the city limits of Aspen. 

When Established 

The dedicated sales tax was established in 1990, 
when voters approved a referendum raising the city 
tax from 1.25 percent to 1.7 percent. The .45 per- 
cent tax will remain in force until June 30, 2000. 

Amount Generated Annually 

Actual receipts from the dedicated portion of the 
local sales tax for 1994 totaled $1,435 million. 

The Aspen city budget office projects that sales tax 
revenue will grow at the rate of 3 percent annually 
through 2000, generating $1.63 million that year 
from the dedicated sales tax. Each year, the city 
council decides how to allocate revenue from the 
dedicated sales tax to each purpose (child care and 
affordable housing) when approving the annual 
city budget. 

In 1992, the city council acted to set aside 20 
percent of annual receipts from the dedicated sales 
tax each year to be placed into a Child Care Trust 
Fund. The trust is designed to generate interest 
income to be used for child care projects after 2000 
(when the tax expires). In 1996, the city budgeted 
to put $240,000 into the trust fund, which will 
contain $1.13 million at the close of 1996. By 
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2000, the trust fund is projected to have a principal 
balance of $2.4 million. By conservative estimates, 
this will generate income of $150,000 annually. 

From the remaining 80 percent of dedicated 
sales tax receipts, the city council expends on aver- 
age $200,000 for child care annually, although the 
amount has fluctuated from year to year. In 1994, 
Aspen spent $115,441 on child care. In 1995, the 
city budgeted to spend $351,048. In 1996, the city 
originally budgeted expenditures of $1,745 million 
on child care, but will spend less than anticipated. 
(The city had discussed purchasing a former public 
school building.) The total expenditures for 1996 
will amount to $224,000. 

The amount of annual revenue available for 
child care depends on sales tax revenue. 

Services Funded 

Three categories of child care are supported through 
the sales tax: 1) child care resource and referral services, 

2) grants to nonprofit centers for improvements and 

3) child care tuition assistance for low-income work- 
ing families. 

In 1996, Kids First, the local child care 
resource and referral agency, received a contribution 
of $47,000. The total expenditure in the 1996 bud- 
get for the other two categories (contributions to 
nonprofit organizations and tuition assistance for 
families) is $177,000. 

How Funds Distributed 

Kids First is a public city-funded agency that pro- 
vides child care resource and referral services to the 
community and also administers Aspens child care 
funds. The city council appoints the board of direc- 
tors of Kids First. This board sets priorities for child 
care funding, and it makes an annual recommenda- 
tion to the city council on the budget amounts for 
Kids First operation, child care grants and the 
tuition assistance program. 

Grants. The board oversees the grant application 
process, reviews requests from nonprofit organizations 
and makes a recommendation to the city council for 
funding. In the early 1990s, many of the grant 
requests were for capital improvements. Now most 
grant requests are for operating expenses (e.g., to 
support teacher incentive pay, staff development) 
and for other nonfacility improvement strategies. 
Presently, nearly half of the grant funds support the 



infant-toddler programs at two centers to reduce the 
centers' parent tuition fees, making them more 
affordable for families. 

Tuition assistance. The tuition assistance program 
offers partial support for child care fees to families 
living or working in Pitkin County (where Aspen is 
located). The program targets families with incomes 
above the cutoff for state child care subsidies. A 
board composed of bankers and one member of the 
Kids First board sets assistance levels and reviews 
applications. 

Families can apply by May 1 each year or at three 
other specified times during the year. Applicants have 
to certify their income, work status and residence or 
place of work. The subsidies granted can range from 
$1 to $12 per day, based on a sliding scale that takes 
into account family size and income level. (The 
going rate for child care tuition in Pitkin county is 
$27 to $30 per day.) Assistance continues for as long 
a period of time as the family remains eligible. 

Population Served 

Any low- or moderate-income family who uses child 
care for work-related reasons and either lives or 
works in Pitkin County is eligible for the child care 
tuition assistance program. 

Any nonprofit child care organization in the 
Aspen area is eligible for the child care grants pro- 
gram. Child care centers, associations of directors 
and associations of family child care providers have 
all received funds. 

Strategic Considerations 

• Affordable housing is a major community concern, 
given the rapidly rising cost of housing in Aspen. 
Having affordable housing located in Aspen 
(rather than in outlying areas of the county) is a 
major benefit to employers of lower-wage workers 
in the tourism industry, which dominates the area. 

• The sales tax was originally proposed to address 
these housing concerns. During deliberations 
within the city council, the concept of Aspen s 
overall affordability for families was introduced 
into the discussion by a council member (also a 
member of the board of a child care center) who 
noted that housing and child care are the two 
largest items in a family budget. When the coun- 
cil member proposed adding child care to the tax 
proposition, there was no debate. The proposition 
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went to the voters to adopt a sales tax for afford- 
able housing and child care. 

• Aspen is a community that prides itself on com- 
munity values — caring about its citizens and 
workers and striving to be a community with a 
healthy economy and a healthy environment. The 
combination of child care with affordable hous- 
ing — both needs easily understood in a high-cost 
area like Aspen — was appealing to the community 
because of these values. 

• Enacting sales tax legislation in an area dominated 
by tourism is a “Robin Hood” proposition: The 
voters know that the majority of the taxes will be 
paid by nonresidents, while the majority of benefits 
will go to residents. Enacting sales tax legislation 
may encounter opposition in lower-income com- 
munities and/or in communities without significant 
nonresident involvement in the local economy. 

* Two factors that contributed to passage are that 
the tax is not permanent and that the city council 
retains annual decision-making power over the 
allocation of funds within and between the two 
broad purposes. Voters will get to decide whether 
to renew the tax for another period of time or let 
it “sunset.” Earmarking the revenue too specifical- 
ly could be perceived as undermining the role of 
local government. 

* The sales tax proposition went to the voters on the 
same ballot with two extremely controversial 
items: approval for a major hotel development and 
consent to allow wider roads (i.e., a four-lane 
highway). These latter two items dominated the 
community debate and were strongly partisan 
issues. The sales tax proposal, by comparison, was 
not debated, generated only one instance of minor 
public opposition and appeared to be widely 
regarded as noncontroversial. In the only public 
mention of child care during the referendum cam- 
paign, an opponent of the housing tax accused the 
council of purposely putting the two together to 
assure passage “because [you know] no one will 
vote against babies.” Ultimately, the hotel passed, 
the highway was defeated and the sales tax passed 
by a modest margin with supporters across the 
political spectrum. 



• Aspen’s dedicated sales tax will expire in 2000. 
Community supporters are planning to campaign 
for renewal, probably in 1997 so that, should the 
first attempt fail, there will be other chances 
before the tax expires. 

Other Sites With Similar Strategy 
Starting in 1995, a citizen group in Boulder, Colorado, 
spearheaded by a retired physician who had a passion 
for establishing a universal maternal/infant home 
visiting program, began to gather sufficient signatures 
to put on the November (1996) ballot a sales tax 
initiative 1 dedicated to young children. They have 
succeeded in placing this on the ballot. The Children’s 
Fund initiative asks voters to approve an increase in 
the county sales tax of .1 percent for children two and 
younger. This will generate an estimated $2.4 million 
per year. The revenue would be allocated in several 
ways: 25 percent for home visiting; 25 percent to a 
fund to match payment for child care services for 
children two and younger (one-third from the fond, 
one-third from the parent s employer, one-third from 
the child’s parent); 2 percent for mediation for parents 
who are preparing to divorce; and 5 percent to expand 
the supply of infant care centers. The remaining 43 
percent is not designated, except for the restriction 
to benefit children ages two and under, and would be 
distributed by an appointed board of seven members. 

Contacts 

Virginia Newton, Director 
Kids First 

0405 Castle Creek Road, Suite #3 
Aspen, CO 8 1 6 1 1 
Phone: (970) 920-5363 
Fax: (970) 920-5558 

Frank Peters (former city council member) 

629 W. North 
Aspen, CO 8 1 6 1 1 
Phone: (970) 925-1169 

Bob McFarland, M.D., Director 
National Parenting Community 
2300 Kalmia 
Boulder, CO 80304 
Phone: (303) 443-8585 



l. The Colorado legislature granted initiative power to voters in counties in 1994 and rescinded it by 1996. 




STATE AND LOCAL SALES TAXES 

Local Option Sales Tax (Ames, Iowa) 

Description 

In 1986, the state of Iowa created the local option 
tax, allowing localities to levy a 1 percent sales tax 
on top of the 5 percent state sales tax. Local voters 
must approve the levying of the tax and the specific 
purposes for which funds raised by it can be spent. 
Ames and Sioux City were the first localities to 
approve local option taxation. Ames’ referendum 
proposed three broad categories: 60 percent to prop- 
erty tax relief, 20 percent to community betterment 
and 20 percent to arts and human services, which 
included child care. The tax is collected locally and 
remitted to the state, which returns it to localities 
within each county proportionate to their population. 

Ames, Iowa, is a city of about 48,000 that is home 
to one of the campuses of Iowa State University. Nearly 
half the population of Ames are university students. 

When Established 

Ames passed the local option tax referendum in 1987. 

Amount Generated Annually 
The local option tax generates over $3.2 million 
annually. Each year, the 60 percent earmarked for 
property tax relief goes directly into the city’s general 
fund. The 20 percent allocated to arts and human 
services amounts to about $640,000. The portion 
for human services (over $450,000 annually) is 
allocated among various human services programs. 

In 1994-95, the city’s child care expenditures were 
$87,976. In 1995-96, Ames’ child care expenditures 
were $91,961. The amount of funding available is 
directly related to sales tax receipts. 

Services Funded 

Child care centers and child care resource and referral 
services have been funded. 

How Funds Distributed 

The city council approves the distribution of all its 
revenue, including those generated by the local 
option tax, through the annual city budget approval 
process. The funds generated by the local option tax 
for human services (20 percent of the total) are dis- 
tributed through the city budget, but based on an 



allocation plan recommended each year to the city 
council by the county-wide Analysis of Social Ser- 
vices Evaluation Team (ASSET). 

In Story County, the four major funders of 
human services (United Way of Story County, Ames 
City Council, Story County Board of Supervisors, and 
the Government of Student Bodies of the University 
of Iowa at Ames) pool their funds and cooperatively 
allocate them. (The total pool for 1995-96 was $1.4 
million.) All human services funding requests from 
agencies in Story County are made through ASSET. 
The volunteer board of ASSET is an appointed body 
of 16 members — four representatives are selected by 
each of the funding partners. In addition, a represen- 
tative of the county office of the state Department of 
Human Services sits as an advisory member of the 
board. United Way manages the operations of ASSET. 

Community agencies make annual requests to 
ASSET for specific human services programs. Dur- 
ing August and September, agencies are invited to 
discuss their programs with the ASSET board. In 
January, each is asked to make a budget presentation 
for its program requests. Program requests are cate- 
gorized in three “panels”: community at large, 
youth and services for the mentally/physicaiiy chal- 
lenged. Child care is included in the youth category. 
The appropriate ASSET panel evaluates requests, 
taking into account the priorities of each partner 
funder, the cost and quality of programs, and the 
history and management of applicant agencies; it 
then prepares an allocation recommendation. The 
full ASSET board makes the recommendation for 
funding specific programs. The recommendation for 
funding includes a total award amount for each pro- 
gram, with this total apportioned among the four 
funders. The complete human services allocation 
plan is then forwarded to the partner funders. The 
final step is for the governing body of each partner 
funder to officially act to adopt (or amend) the allo- 
cation plan recommended to it by ASSET. 

Population Served 

Ail children and families who use child care services 
in the city of Ames are eligible to be served, regard- 
less of income or reason for needing child care. The 
city council has not imposed any restrictions besides 
location in the city of Ames. The referendum autho- 
rizing the local option tax did not impose any 
restrictions on the population to be served or the 
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services to be funded, as long as they are within the 
authorized broad categories. 



Strategic Considerations 

• In the state of Iowa, the local option tax is part of 
the home rule, local control philosophy of govern- 
ment. Sales taxes are broad-based and generally 
regarded by the public as fair, so long as the per- 
centage levied is low. 

• The rationale for the 60/20/20 split that Ames 
proposed was based on a political judgment about 
how to appeal to the widest range of potential 
supporters among the voting constituency. 

Because affordable housing was a long-standing 
community concern, property tax relief was a pri- 
mary consideration and was designated to receive 
the bulk of funds. 

• The mayor and city council reasoned that funding 
broad categories (e.g., community betterment) and 
diverse activities (e.g., the arts) along with the 
familiar (e.g., human services) would generate the 
broadest support. Real estate interests would support 
tax relief; arts organizations would have a reason 
to get involved in a public issue; human services 
providers would support the referendum because 
it represented a potential source of new funds. 

• Child care was included without discussion as one 
of many human services; child care concerns were 
not influential in shaping the tax proposal or the 
strategy for its passage. 

• The sales tax is permanent, unless the city council 
proposes a referendum to repeal it. 



• The allocation method for human services funding 
is now well-respected and considered to be fair. At 
first, getting the political and civic leaders to give 
up personal influence over funding decisions was 
hard. Some of the larger, more savvy and well-con- 
nected human services agencies resisted the change, 
too. With the establishment of ASSET and a per- 
manent source of dedicated public funds, human 
services delivery and planning are working as effi- 
ciently as possible, according to political leaders. 

• A potential downside may be that the 20 percent 
allocation would not generate sufficient funds to 
match needs, if human services needs were to 
increase rapidly. 

Other Sites With Similar Strategy 
None have been identified. 

Contacts 

Larry Curtis 
Mayor of Ames, Iowa 
515 Clark Avenue 
Ames, IA 50010 
Phone: (515) 232-4732 
Fax:(515) 232-4756 

Rich Lampkin 

United Way of Story County (ASSET) 

5 10 Fifth Street 
Ames, I A 50010 
Phone: (515) 232-2720 
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STATE INCOME TAXES 

States often generate revenue for programs through 
a voluntary income tax checkoff. Forty-one states 
currently have tax checkoffs for more than 150 
separate uses. The most common uses for the check- 
off are political contributions, wildlife preservation 
and child abuse prevention. Others include elder 
care, Indian children, foster care and childhood dis- 
ease funds. The only income tax checkoff for child 
care is profiled below. 



STATE INCOME TAXES 

Voluntary Income Tax Checkoff for Child Care 
(Colorado) 

Description 

Establishes a fund for quality enhancement in licensed 
child care programs financed through a voluntary child 
care checkoff on Colorado state income tax returns. 

When Established 

The proposal passed the state legislature in 1996, 
and the funds will be collected starting in the 
spring of 1997 for the 1996 tax year. 

Amount Generated Annually 

Estimates are that the checkoff will generate between 
$250,000 and $500,000 each year. In order to maximize 
contributions, a coalition from the public and private 
sectors to support the tax checkoff will be organized. 

Services Funded 

Funds generated by the checkoff will be used to support 
professional development activities and training for 
early childhood care and education practitioners, 
program accreditation and other investments in 
quality that have the potential to produce improve- 
ments in child care services on a systemic level. 

How Funds Distributed 

The fund will be administered by the Colorado 
Children’s Campaign, a statewide nonprofit organiza- 
tion committed to improving conditions for children 
in Colorado. A competitive application process and 
an independent selection committee will be estab- 
lished to make decisions regarding the disbursement 
of funds to qualified applicants. 

Population Served 

Child care and early education teachers and practi- 
tioners, community-based Learning Clusters, 1 
resource and referral agencies, community colleges 
and institutions of higher learning. 



1. Colorado distributes training funds through local Learning Clusters, which are composed of early childhood practitioners and 
parents who come together to identify their training needs and to develop a plan to meet those needs. 
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Stra tegic C onsidera tions 

Colorado’s Business Commission on Child Care 
Financing — which was created by Governor Roy 
Romer in 1995 — made a series of recommendations 
aimed at improving the supply of high-quality, 
affordable child care. The tax checkoff proposal was 
one of the commission’s recommendations. Factors 
to consider when exploring the feasibility of repli- 
cating this strategy in another jurisdiction include: 

• Using a tax checkoff strategy to generate funds is 
often appealing because participation by a taxpayer 
is entirely voluntary. Additionally, making a 
contribution is very simple (the taxpayer simply 
places a check mark in the box), and many indi- 
viduals have the opportunity to participate. 

• Still, the participation rate in checkoff initiatives 
tends to be low (around 1 percent). Checkoff pro- 
grams do not produce a consistent or reliable 
source of funding. The greatest support for these 
is usually in the earliest years, and there is often a 
quick drop-off. 

• Even if it generates limited funds, a child care tax 
checkoff has the potential to give greater visibility 
to this issue. 

• Without strong maintenance-of-effort language, 
funds from the voluntary checkoff could be used to 
supplant, rather than augment, current expenditures. 



Other Sites With Similar Strategy 

Colorado is currently the only state to use a checkoff 
for child care or early education. 

Contact 

Kathleen Shindler 
Deputy Policy Director 
Families and Children 
Office of the Governor 
136 State Capitol 
Denver, CO 80203 
Phone: (303) 866-3124 
Fax: (303) 866-2003 

E-mail: shindlerk@capi tol. state. co. us 
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TAX CREDITS, DEDUCTIONS 
AND EXEMPTIONS 

Individual income taxes are the primary source of 
revenue for the federal government. Forty-one states 
tax individual income. After sales taxes, income 
taxes are the largest source of revenue for states. At 
both the state and federal levels, the total revenue 
raised from individual income taxes are usually 
about four times larger than the total generated 
from corporate income taxes. Various credits 
(against taxes owed) and deductions (from income 
before computing taxes owed) are allowed by both 
federal and state tax codes. In contrast, the major 
source of local revenue is from property taxes. Local 
governments often offer property tax abatements as 
a way to encourage industry to locate or remain in 
their area and/or to spur expansion of existing local 
businesses. In this section, child care measures 
Financed through credits, deductions and exemp- 
tions from income tax and property tax are profiled. 

Personal income tax credits/deductions 

The federal Child and Dependent Care Tax Credit 
allows a credit for some of the expenses of work-related 
child care. Twenty-five states and the District of 
Columbia also have child care income tax provi- 
sions— either credits (21 states and the District of 
Columbia) or deductions (four states). All but five 
have child care tax provisions linked to some or all 
of the provisions of the federal child care credit. 
Nine states have no personal income tax, although 
one of these has a refundable child care credit provi- 
sion (Alaska). Seventeen states levy personal income 
taxes but do not have child care tax provisions. 

Generally, state tax provisions allow claims for 
the same range of child care services as the federal 
credit. Any legal form of child care used so that the 
parent(s) can work is allowable: child care centers, 
nursery schools, family child care homes, nannies, 
relatives (nondependents over age 18) and day 
camps (but not overnight camps). Arkansas is the 
only state that structures its tax credit to recognize 
quality — the credit is doubled for families with 
three- to five-year-old children enrolled in accredit- 
ed center-based child care. 



Because it is especially well designed to benefit 
lower-income families, the state of Minnesota’s 
income tax credit related to child care is profiled. 
The “State Income Tax Provisions for Child Care" 
chart (see page 33) details the characteristics of each 
state’s child care tax provisions. While all states 
with credits also cover the care of adult dependents, 
the information below focuses on the child care 
aspects of these tax provisions. 

Personal income and 
employment tax benefits 

The U.S. Internal Revenue Service code allows tax- 
payers to set aside up to $5,000 from their salaries 
before taxes to help cover the cost of child care, 
elder care or care of a disabled spouse or domestic 
partner if their employer has established an 
approved dependent care assistance plan (DCAP). 
Any employer — public or private, proprietary or 
nonprofit — may establish a DCAP. Under a DCAP, 
the employee’s pay is reduced by the amount desig- 
nated by the employee, and these funds are set aside 
in a special account to pay dependent care expenses. 
The employee does not pay income or Social Security 
taxes on these funds. The employer also saves its 
share of Social Security taxes on funds placed in a 
DCAP. (In some states, these tax savings apply to 
state income taxes as well.) The state of New York’s 
DCAP is profiled as an example of structuring DCAP 
policies and procedures to help lower-income workers 
take advantage of this tax benefit. 

The DCAP is not a tax credit; it is a way to 
reduce taxable income. As a result, it provides its 
greatest benefits to families in the highest tax 
brackets. Employers can, however, take steps to 
make the DCAP more accessible and beneficial to 
low-income families. The DCAP for employees of 
the state of New York, profiled, is one example of 
this approach. Con Agra Refrigerated Foods (see 
the Con Agra Child Care Initiative, profiled on 
page 68) is another employer that has successfully 
used a DCAP to reduce the cost of child care for 
employees with low and moderate incomes. 1 



1. Parent(s) who participate in their employer’s federal dependent care assistance plan may not be limited to the benefit they receive 
under their employer’s DCAP. They may also be entitled to a tax credit under the federal Child and Dependent Care Tax Credit 
program (see page 35 for a profile of that program). In addition, parents with low incomes may also be entitled to a tax credit 
under the federal Earned Income Tax Credit program. 
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Corporate Income Taxes 

Another approach to supporting child care is 
corporate tax provisions for employers. At least 14 
states have established some form of an employer tax 
credit, which typically allows an employer to claim 
a corporate tax credit of up to 50 percent for the 
cost of an employee child care benefit. 

Unfortunately, these credits appear to have had 
minimal impact. A 1989 study by the Child Care 
Action Campaign (CCAC) found that fewer than 1 
percent of eligible employers actually took advan- 
tage of the employer credits. 2 Even in Connecticut, 
which has a relatively well marketed and quite 
generous employer tax credit, only 45 out of 80,000 
eligible companies claimed the credit in 1989. 
Because comprehensive information on states that 
have established employer tax credits is available 
from CCAC (see the appendix on page 119 for its 
address), we elected not to include them in this 
compendium. Instead, a lesser-known Colorado tax 
credit that applies to any taxpayer — an individual or 
a business — has been profiled. While this tax credit 
currently is limited to enterprise zones, efforts are 
under way to expand it statewide. 

Local Business Property Taxes 

The final entry in this section focuses on a local 
property tax abatement in Texas that includes 
potentially significant funds for child care. Local 
governments often offer property tax abatements as 
a way to encourage industry to locate (or remain) in 
their area and/or to spur expansion of existing local 
businesses. Special funds to help support child care 
may be included in these abatement agreements. 
Child care is viewed in this context as a necessary 
part of a community’s economic development strate- 
gy. Rather than being viewed as an expenditure for 
child care, the tax abatement strategy approaches 
these costs as part of the overall incentive package. 



TAX CREDITS, DEDUCTIONS AND 
EXEMPTIONS (Personal Income Taxes) 

Child and Dependent Care Tax Credit (Federal) 

Description 

The federal Child and Dependent Care Tax Credit 
(CDCTC) allows all families with child care expens- 
es to claim a credit against federal taxes owed equal 
to a percentage of their employment-related expen- 
ditures for any form of child care — if both parents 
are working or, in the case of a one-parent family, if 
that parent is in the workforce. Children must be 
under age 13 and live with the parent(s) claiming 
the credit. The law limits creditable expenses to 
$2,400 for one child and $4,800 for two or more 
children. The expense limits were set in 1981 and 
reflected average prices for care at that time. The 
credit is not indexed for inflation as other parts of 
the tax code are (e.g., the personal exemption, stan- 
dard deduction and earned income tax credit). 

The credit declines as income rises: 

Adjusted Percentage of 

gross income credit allowed 

below $10,000 30% 

$10,000412,000 29% 

$12,000414,000 28% 

$14, 000416, 000 27% 

$16,000418,000 26% 

$18,000420,000 25% 

$20,000422,000 24% 

$22,000424,000 23% 

$24,000426,000 22% 

$26,000428,000 21% 

above $28,000 20% 

The maximum credit of $720 for families with 
one child, or $1,440 for families with two or more 
children, is available to families with incomes below 
$10,000 (who are able to spend up to the limits). 
However, in practice, virtually no families are able 
to claim the maximum credit because families with 
incomes this low are unlikely to be able to spend to 
the expense limit, and they often have no tax liability. 
In 1995, a one-parent family with one child would 



2. Euben, D., and B. Reisman. November 1989. Employer Tax Credits for Child Care : Asset or Liability? N.Y.: Child Care Action 
Campaign. 
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